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INVESTIGATIVE AUDIT REPORT OF 
 SELECTED RECORDS OF THE CITY OF LEBANON 

FOR THE PERIOD JULY 1, 2000, THROUGH MARCH 31, 2002 
 
 

LEGAL ISSUE 
 

 
  1. ISSUE: Apparent personal purchases on city purchasing cards paid for by 

city 
 

Our investigative audit, performed in conjunction with an investigation by the Lebanon 
Police Department, revealed that during the period July 1, 1999, through May 31, 2002, 
the former city purchasing agent, Johnny Crudup, made numerous purchases totaling 
more than $40,000, with city purchasing cards, for which we could not determine that the 
city received any benefit. Of this amount, purchases totaling $27,760, appeared to be for 
Mr. Crudup’s personal benefit. Many of these purchases were related to photography and 
publishing. Refer to Exhibits 1-5c for examples. Based on information obtained by 
auditors, Mr. Crudup apparently operated a publishing and photography business. All the 
credit card charges were paid by the city.  These apparent personal purchases at city 
expense were allowed to occur and remained undetected during a period of almost two 
years because of the lack of control addressed in Finding 3. 

 
DISPOSITION: 

 
On June 14, 2002, city officials became aware of two of the apparently personal 
purchases Johnny Crudup charged to city credit cards. City officials allowed Johnny 
Crudup to resign after he agreed that “full reimbursement” in the amount of $602 was to 
be deducted from his final pay. Subsequently, through an investigation conducted by the 
Division of Municipal Audit and the Lebanon Police Department, city personnel were 
made aware that the amount of unauthorized personal purchases charged to the city by 
Johnny Crudup greatly exceeded the amount disclosed at the date of his resignation.  
 
This matter was referred to the local district attorney general. On October 14, 2002, Mr. 
Crudup was indicted by the Wilson County Grand Jury on two counts of theft over 
$1,000, and two counts of theft over $10,000. 
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FINDINGS AND RECOMMENDATIONS 
 

 
  1. FINDING: Failure to fully cooperate with audit 
 

During the course of the audit, Mayor Don Fox and other city representatives took action 
to attempt to limit the auditors’ access to certain public records. According to instructions 
from the city’s attorney, auditors were required to request in writing, subject to her 
approval, any records or information they desired to examine. City representatives also 
attempted to restrict access of the Comptroller’s representatives to city employees, access 
requested for the purpose of obtaining information from the employees related to city 
records and actions. After members of the Comptroller’s staff repeatedly requested access 
to all of the books and records of the City of Lebanon which were necessary to perform 
the audit and provided the city with the legal basis, including an Attorney General’s 
Opinion, authorizing such access, Mayor Fox finally allowed unrestricted access to most 
of the city’s records. However, his action resulted in significant delays in completing the 
audit and a significant increase in audit time and cost. 
 
Nevertheless, Mayor Fox continued to refuse to provide the home addresses of certain 
city employees, impeding the ability of those employees to confidentially communicate 
with audit staff members. Faced with the unprecedented possibility of having to issue a 
subpoena to require a city official to provide access to city records, along with the 
accompanying added expense and delays, representatives of the Comptroller’s Office 
continued to attempt to resolve this issue. Through their efforts and the efforts of the 
outside counsel hired by the City of Lebanon, along with the voluntary cooperation of all 
members of the Lebanon Police and Public Safety Department, the Comptroller’s Office 
obtained the requested information.  

 
When management attempts to obstruct access to records and personnel, they hinder the 
auditors’ ability to identify fraud, waste, and abuse by public officials in the use of public 
funds. Section 8-4-109(2), Tennessee Code Annotated, states: 

 
The comptroller of the treasury is hereby authorized to audit any 
books and records of any governmental entity created under and by 
virtue of the statutes of the state of Tennessee which handles 
public funds when such audit is deemed necessary or appropriate 
by the comptroller of the treasury. The comptroller of the 
treasury shall have the full cooperation of officials of the 
governmental entity in the performance of such audit or 
audits. (Emphasis added.) 

 



 

 4 

Section 10-7-508(a), Tennessee Code Annotated, states: 
 

[T]he comptroller of the treasury or the comptroller’s designated 
representative for purposes of audit, shall be accorded access to 
and may examine and receive any public records or writings, 
whether or not they are subject to public inspection. 
 

According to state law, portions of which are cited above, during the course of an audit of 
a public entity conducted by the Comptroller of the Treasury, that entity shall provide to 
the Comptroller’s representatives access to all records the entity maintains, including 
access to those records which may be confidential, such as the names and addresses of 
undercover law enforcement officers employed by that entity. 

 
RECOMMENDATION: 

 
To comply with state law and ensure a thorough, complete, and unhindered audit, city 
officials should fully cooperate with the Comptroller of the Treasury.  
 
MANAGEMENT’S RESPONSE: 

 
Mayor: 
 
The City of Lebanon does not concur. 
 
The City of Lebanon provided all information that the Comptroller of the Treasury 
requested except for the home address and telephone number of law enforcement 
officers. The issue of law enforcement officer’s home address and telephone number was 
resolved by negotiation between legal representatives of the City of Lebanon and the 
Comptroller of the Treasury. However, the City of Lebanon still adheres to its policy to 
oppose the release of home addresses and telephone numbers for law enforcement 
officers to preserve the safety of undercover officers and their families. In addition, the 
City of Lebanon was prepared to go to court to defend its opinion on this issue that was 
avoided by legal negotiations. 
 
The City of Lebanon required that all requests for information by the Comptroller of the 
Treasury be made to the commissioner of finance. The City of Lebanon’s charter 
designates the commissioner of finance as the custodian of all public records for the city. 
The commissioner of finance did challenge the Comptroller of the Treasury on the time 
needed to prepare certain records and reports. The city observed that delays were caused 
by the on and off process of auditing by the state, problems with the manner and methods 
of requests for records and further delays were caused by the lengthy criminal 
investigation of the former purchasing agent. 
 
The City of Lebanon did not restrict the Comptroller of the Treasury’s access to any city 
employee during the course of this investigative audit. Mayo r Don Fox did not refuse the 
Comptroller of the Treasury access to any public record of the City of Lebanon. During 
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the exit conference, the director of the Division of Municipal Audit for the Comptroller 
of the Treasury stated that his office was not denied access to any financial records of the 
City of Lebanon. 
 
During the audit process, the auditors of the Comptroller of the Treasury told the City of 
Lebanon’s accounting manager that the City of Lebanon staff had been the friendliest and 
most respectful that they had encountered during their audit work. 
 
Members of the Board of Aldermen: 
 
City council members do not understand the reason for the apparent communication 
problems which reportedly exist between the Comptroller and the city management. The 
Comptroller is charged by law with the responsibility of performing the subject audit. 
Based upon information obtained, it appears the officials at the Comptroller’s Office did 
encounter undue resistance from some city employees. As a direct result, council 
understands the audit expense was substantially increased. We understand the citizens of 
Lebanon will most likely be required to pay a substantial audit fee as a result of those 
communication problems. Council requests the mayor and city employees to work with 
the Comptroller to resolve the issues presented without further discord or expense. 
 
This issue is of major concern to the members of the city council. The administration 
denies this failure to cooperate and offers no legitimate rationale or logic as to their 
apparent reasoning for limiting access to public records, impeding the audit process, 
failure to respond to requests, or their obstructing the auditor’s ability to investigate 
potential areas of abuse and/or mismanagement. The members of the city council in no 
way condone the actions of the administration. Given the strict control the administration 
maintains over all city department heads, it could suggest that these requests and actions 
were not only known, but directed by the administration. The city council is committed to 
abide by the city charter and any and all state and federal laws and regulations. Actions 
reportedly encountered by the state auditors will be closely monitored in the future. 
 

AUDITOR’S REBUTTAL TO THE MAYOR’S RESPONSE: 
 
We reiterate our finding that Mayor Fox and other city representatives attempted in 
various ways to control auditors’ access to public records and personnel, hindering 
our division’s ability to perform its audit function in an independent manner. These 
attempts resulted in significant delays in completing the audit, increasing audit time 
and cost. The letters included at the end of this report as Exhibits 6, 7, and 8, 
illustrate city officials’ uncooperative attitude, failure to provide city records 
requested by auditors, and their attempts to prevent certain audit procedures from 
being performed.  
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  2. FINDING: Court cost not authorized by state law 
 

Included in the court costs charged by the City of Lebanon was a fee of $30 for the 
Juvenile Criminal Prevention Fund. City officials cited Lebanon City Ordinance 98-1748 
as the authority for this charge. Ordinance 98-1748 authorized the $10 docket fee 
established by a prior ordinance to be raised to $40, and authorized the $30 increase “to 
be paid to the Juvenile Criminal Prevention Fund to be applied toward the debt service on 
the Family Center.” According to city officials, no part of the family center has been used 
to hold city court or to confine prisoners or juvenile offenders, and no money from the 
Juvenile Criminal Prevention Fund has been used to pay expenses which are allowable 
court costs. Since the fee increase was designated for the Juvenile Criminal Prevention 
Fund, city accounting personnel report the following:  

 
Collections  $ 593,818.82 
Expenditures   
        Character Counts Program $   331.03  
        Halloween in the Park   6,350.93  
        Turnaround Scholarship   1,276.92  
        Mayor’s Youth Advisory Council   1,352.82  $      9,311.70 

 
Since the $30 Juvenile Criminal Prevention Fund fee has been collected as a court cost, 
but has not been used to pay costs incurred by the city to operate its court system, the 
charge is not authorized by state law. 
 
Regarding such court costs, Section 16-17-105, Tennessee Code Annotated, states, 
“Reasonable costs shall be set by ordinance of the governing body . . . but in no event 
shall such costs exceed the costs assessed in the general sessions courts in the state of 
Tennessee.” General sessions court cost examples are outlined in Section 8-21-401, 
Tennessee Code Annotated. The city should not charge fees for court costs unless such 
fees are part of an authorized litigation tax as described in Section 67-4-602, Tennessee 
Code Annotated, or the fees are used to pay costs incurred in the operation of a city court 
system as limited by the statutes cited above.  
 
RECOMMENDATION: 
 
To comply with state statutes, the city should not charge fees for court costs unless such 
fees are part of an authorized litigation tax or the fees are used to pay the actual cost of 
operation of city court. Further, the city should reimburse the Juvenile Criminal 
Prevention Fund for the expenditures listed above and should seek legal counsel for the 
appropriate disposition of these funds and any outstanding legal liabilities. 
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MANAGEMENT’S RESPONSE: 
 
Mayor: 
 
The City of Lebanon does not concur. 
 
The City of Lebanon collected the Juvenile Crime Prevention Fine from 1998 through 
2003 in compliance with an ordinance drafted by the former city attorney and adopted 
unanimously by the city council. The City of Lebanon collected $620,000 during this 
period and spent $9,300. 
 
In compliance with an opinion on this issue by the State of Tennessee Attorney General 
and per instruction from City of Lebanon attorneys, the City of Lebanon is currently not 
collecting the $30 fee for the Juvenile Crime Prevention Fund. A new ordinance will be 
proposed making the $30 fee a police officer’s court cost fee. All funds will go to the 
general fund to pay for police overtime court costs. The City of Lebanon will transfer the 
$9,300 to the Juvenile Crime Prevention Fund from the General Fund cash reserves. The 
balance of the Juvenile Crime Prevention Fund will be transferred to the General Fund 
and will be used to pay for police officers’ overtime court cost. 
 
Former city attorney William Farmer drafted the ordinance that created the Juvenile 
Crime Prevention Fee that was enacted by the city council. It replaced a previous 
ordinance that referred to the fee as a police officer’s court cost fee. 
 
Members of the Board of Aldermen:  
 
City council believes that if the subject court costs expenditures had involved juvenile 
offender activities, the problem would have possibly been minimized. Although the 
council authorized the court costs collection, the use and method of expenditures is the 
responsibility of the mayor and city management. Council requests that independent legal 
counsel be employed as suggested by the Comptroller to advise the city concerning the 
legality of this issue, and what should be done about the subject court costs. Immediate 
action should be taken to address this finding. The city council has requested that the 
funds previously collected under this ordinance be held in a separate account until such 
time as the city council has a clear understanding of its allowable usage. The present 
ordinance will be revised to clarify the purpose for collection of these funds.  
 
The city council plans to request the city attorney to obtain outside legal counsel to 
determine proper resolution of this matter. 
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AUDITOR’S REBUTTAL TO THE MAYOR’S RESPONSE: 
 

Although the response states nonoccurrence, the substance of the response indicates 
that the city is complying by currently not collecting the fee and planning to propose 
a new ordinance changing the Juvenile Criminal Prevention Fund fee to a police 
officer’s court cost fee. We reiterate our finding that the city should not charge fees 
for court costs unless such fees are part of an authorized litigation tax as described 
in state statutes or the fees are used to pay actual costs incurred in the operation of a 
city court system as limited by state statutes. 

 
 
 

 3. FINDING: Lack of control over purchasing card use 
 

Since early 1999, at least 40 city employees were issued city credit cards, known as 
purchasing cards, to pay for purchases for the city. Each card had a single transaction 
dollar limit of up to $1,500, as well as a 30-day credit limit. In addition, each cardholder 
was to be the sole user of that card and was restricted to certain types of purchases 
depending on his or her duties. Use for “travel lodging and meals” was prohibited by the 
city’s purchasing card regulations. Each credit cardholder received a statement of charges 
monthly and was responsible for signing the statement, obtaining a supervisor’s signature 
signifying approval of the charges, if applicable, and submitting the statement, along with 
supporting documentation for each charge, through the purchasing department  to the 
city’s accounting department. The City of Lebanon “Procurement (Purchasing) Card 
Administrative Regulations” outlined requirements and restrictions as part of the card 
program, including the directive that the card “is to be used for City purchases ONLY.” 
Our examination revealed, however, that cards were frequently used by employees other 
than the ones to whom they were issued. In one instance, after their supervisor’s death, 
employees continued to use a card which had been issued to their supervisor. In addition, 
supporting documentation was missing in many instances, some card holders did not sign 
their statements, documentation of supervisory approval was not obtained in several 
applicable instances, and cards were frequently used for travel lodging and meal 
purchases.  
 
In addition, it appeared that most of the cards were issued to department heads or persons 
considered supervisors. Two cards, “General Fund” and “Spirit of Christmas,” were 
issued in the name of accounts and were apparently intended to be used by various 
employees. There was no documentation to indicate that charges by users of cards issued 
in the name of supervisors and accounts were reviewed or approved by anyone. 
Therefore, the city failed to maintain control over credit card use through a review of 
purchases for compliance with its own minimum card regulations and the imposition of 
penalties for noncompliance. As a result of the lack of control, the employee’s action 
addressed in the Legal Issue was allowed to occur and continue without detection for 
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over 2½ years. In addition, the purchasing card program appeared to lack regulations 
addressing the use of the cards to make the types of purchases which resulted in the 
apparently excessive spending identified in Finding 5.  
 
RECOMMENDATION: 

 
To help ensure that any system added to the city’s purchasing procedures results in 
purchases that further the municipality’s purpose, officials should establish and require 
compliance with adequate regulations and take appropriate steps when noncompliance 
occurs. 
 
MANAGEMENT’S RESPONSE: 

 
Mayor: 
 
The City of Lebanon does not concur. 
 
The City of Lebanon suspended the purchasing card program in April of 2002. The 
program had been in existence for three years. This decision was made after a review of 
the existing purchasing card program implemented by the former commissioner of 
finance and the former purchasing agent was found to lack sufficient checks and 
balances. The most serious of these was the manager of the purchasing card program was 
also a purchasing cardholder. In addition, the procedures for documenting purchasing 
card transactions did not require approval by the supervisors of cardholders. 
 
The program was reinstated in April of 2003 with stronger internal controls. The number 
of cards issued was reduced to 10. The current program manager does not have a 
purchasing card. All purchasing card transactions have to be fully documented in a timely 
basis and must be signed by the cardholder and the supervising department head. 
 
The City of Lebanon’s accounting firm conducts a study of the city’s internal control 
procedures on an annual basis as part of the annual audit. The Comptroller of the 
Treasury, Division of Municipal Audit, receives, reviews, and approves this document 
each year. 
 
Members of the Board of Aldermen: 
 
The administration of the purchasing card use is a function of the daily city management. 
Council understands procedures were in place for proper usage of the purchasing cards 
but were not followed by city employees. Council will request the mayor and other city 
managers to take immediate steps to ensure better daily management of city money and 
property. Also, please see the response to Legal Issue 1. (Refer to Exhibit 12.) 
 
Commissioner of Finance and Revenue: 
 
Response is the same as that of the mayor. 
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AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND THE 
COMMISSIONER OF FINANCE AND REVENUE: 
 
The mayor and the commissioner of finance and revenue state that they do not 
concur. However, they then indicate agreement by stating that “the existing 
purchasing card program. . . was found to lack sufficient checks and balances,” and 
the program “was reinstated with stronger internal controls.” We reiterate our 
finding and recommendation.  

 
 
 

  4. FINDING: Inadequate purchasing policy 
 

The “Purchasing Guide for the City of Lebanon,” describes the use of purchase 
requisitions and purchase orders and addresses an upper limit of $2,500 for “expedited 
purchases” when discussing emergency purchases. However, the guide does not specify 
the dollar amount, above which purchase orders are required for regular purchases. Title 
2, Chapter 1, Section 3, of the Internal Control and Compliance Manual for Tennessee 
Municipalities states that the municipality’s purchasing policy should “require the use of 
prenumbered purchase orders for purchases over a predetermined amount.” 
 
RECOMMENDATION: 

 
To help ensure that proposed purchases are authorized and that there are sufficient funds 
available in the account to be charged, officials should determine a purchase amount at or 
above which prenumbered purchase orders are required, and that requirement should be 
clearly stated in the city’s purchasing policy. 
 
MANAGEMENT’S RESPONSE: 

 
Mayor: 
 
The City of Lebanon does not concur. 
 
As noted in the City of Lebanon’s purchasing guide adopted February 25, 1995, the city 
has a policy of requiring purchase orders for all purchases of goods except for those 
purchased by petty cash or purchasing card. The city’s purchasing department uses 
prenumbered purchase orders. This does not affect goods purchased by purchasing card 
for fieldwork. Goods under $50 may also be purchased using petty cash if the item is 
needed immediately. 
 
The Comptroller of the Treasury was mistaken in their interpretation of the expedited 
purchase procedure vs. normal purchasing procedures. 
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Members of the Board of Aldermen: 
 
Council members are not trained in audit procedures. Furthermore, council depends on 
the mayor and administration to follow general accounting principles and standards. In 
addition, the City of Lebanon employs an independent accounting firm to perform 
financial audits each year. Since the State Comptroller’s Office has concerns about the 
present purchasing policy, council requests the mayor take immediate steps to obtain an 
independent outside review of city purchasing procedures. Council requests immediate 
action by the mayor and staff to ensure that city purchasing meets acceptable legal 
standards. Also, the council plans to evaluate the effectiveness of the accounting 
procedures. Furthermore, the city council plans to review all policies and procedures 
relating to the purchasing function and make any revisions deemed necessary. 
 

AUDITOR’S REBUTTAL TO THE MAYOR’S RESPONSE: 
 
Although the “Purchasing Guide for the City of Lebanon” makes numerous 
statements about purchase requisitions and orders, it does not require purchase 
orders for all purchases or state a purchase dollar amount, at or above which such 
orders are required. We reiterate our finding that the city’s purchasing policy is 
inadequate in this regard and that it should be amended to clearly state that 
purchase orders are required for all purchases or that they are required only for 
purchases at or above a specified amount.  

 
 
 

  5. FINDING: Lack of policies resulted in apparently excessive city expenditures for 
meals and refreshments and phone charges 

 
Our examination of a selected part of the city’s disbursement records revealed that during 
the audited period the city paid at least the following: 

 
Category Amount 

Restaurant meals and/or food items for departmental staff meetings; 
department and citywide employee gatherings including holiday dinners 
and retirement receptions; events to honor employees for their “years of 
service;” and employee committee meetings 

 
 

     
$22,682.78 

Food and restaurant meals for city commissions and boards 8,742.30 
Restaurant meals paid for employees/others apparently discussing city 
“business”  

         
3,658.33 

Food for events for retired city employees     1,768.01 
                Total for food and meals $36,851.42 
Cellular phone charges in excess of allowed “plan minutes” $  1,504.79 

Flowers, fruit baskets, and funeral-related purchases $  1,262.72 
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The city appears to have no policies and procedures specifically addressing the 
appropriateness of the  categories above or the spending level in those categories to ensure 
that all expenditures of taxpayer funds are for costs necessary to the purposes for which 
municipal government exists.  
 
RECOMMENDATION: 

 
To help ensure that all city expenditures are for a valid municipal purpose, city officials 
should consider establishing policies to limit city expenditures for the item categories 
listed above. In addition, city officials should consider reviewing the city’s practice of 
paying business meals because, as addressed in Finding 11, these appear to be fringe 
benefits which must be included in the employee’s taxable income.  
 
MANAGEMENT’S RESPONSE: 

 
Mayor: 
 
Providing meals and refreshments for council work sessions, commission meetings and 
retirees’ dinners are a valid use for City of Lebanon resources because they show the 
appreciation for commission volunteers and council members in giving up their lunch 
hour or dinner time with their families to do City of Lebanon business. Providing meals 
for retirees’ dinners shows the city’s appreciation for long-time employees, many of 
whom worked for the city in excess of 30 years. 
 
The vast majority of expenditure for meals is for citywide employee events and holiday 
meals: 

Annual Fish Fry 
Thanksgiving Dinner 

Christmas Dinner 
 
Since the expenditures for meals  are budgeted in detail for citywide employee events and 
in the departmental travel and entertainment budget for each department, it is clear that 
this type of expenditure has been approved with passage of the city budget. 
 
The City of Lebanon also opposes Comptroller of the Treasury’s use of the term 
apparently excessive in describing the city’s expenditure for employee meals and 
refreshment. It is vague, ambiguous and is a term of subjective opinion. 
 
The City of Lebanon periodically reviews cell phone plans as the usage indicates. The 
small amount of cellular phone charges in excess of allowed plan minutes is immaterial 
in amount and therefore warrants no response. 
 
Members of the Board of Aldermen: 
 
According to the Comptroller, the City of Lebanon has incurred questionable 
expenditures as noted. Since no city money can be spent except for an authorized 
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municipal use, council requests immediate action to be taken to review all of the noted 
expenditures against present city policy. Those types of expenditures which are not an 
authorized municipal use by a written policy must cease immediately. If certain 
expenditure items are deemed to be suitable for a legitimate municipal use, the council 
requests the mayor and staff to present proper written procedures for consideration by the 
city council. If better communications had existed between the city staff and the 
Comptroller, council believes the issues presented could be resolved with the assistance 
of the Comptroller. Until these questions are resolved, all such questionable expenditures 
should immediately cease. The city council plans to request the administration to draft 
policies and procedures for such usage and require documentation to support each 
expenditure. 
 

AUDITOR’S REBUTTAL TO THE MAYOR’S RESPONSE: 
 
This finding addresses the lack of a policy related to the expenditures mentioned. 
Without policies to identify the specific types of allowable expenditures and to 
require documentation substantiating why an expenditure belongs in an allowable 
category, spending is uncontrolled. Formulating specific written policies requires 
officials to address the necessity of each type of expenditure and to determine the 
appropriate spending level for each allowable expenditure category. Such scrutiny 
helps fulfill the board’s responsibility to ensure that taxpayers’ funds are  used only 
for valid municipal purposes. We reiterate our finding and recommendation.  

 
 
 
  6. FINDING: Excessive travel expenses paid for some employees, and travel-related 

expenses paid for spouses of officials  
 

Our audit revealed that travel-related expenses totaling more than $1,300 for spouses and 
guests of officials and employees, including airfare, a shuttle fee, convention registration 
fees, and banquet fees, were paid with municipal funds. In addition, the city expended at 
least $1,262 for excessive mileage and other inappropriate travel expense 
reimbursements. Of this total, the city reimbursed the former commissioner of finance 
and revenue $962.62 for additional expenses related to his delaying his scheduled return 
at the end of a Boston convention. No adequate justification for the city’s assumption of 
these costs was provided. In addition, the city purchased an airline ticket costing $467.75 
for the mayor’s spouse on April 4, 2001. However, the mayor did not reimburse the city 
for this amount until April 26, 2002, more than one year after the city’s expenditure and 
two days after we began audit fieldwork. Section 6-56-112, Tennessee Code Annotated, 
states, “All expenditures of money made by a municipality must be made for a lawful 
municipal purpose.” The Attorney General has issued Opinion Number 90-12, which 
states, “It is the opinion of this Office that the expenditure of municipal funds to pay the 
travel expenses for spouses of city officials and employees does not appear to further a 
valid municipal purpose.” 
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RECOMMENDATION : 
 

The mayor and members of the board of aldermen should establish and adhere to policies 
and procedures to ensure that the city does not pay excessive travel costs. City officials 
should prohibit the use of city credit cards or city funds to pay the expenses of spouses or 
guests, regardless of whether the expenses will be reimbursed.  
 
MANAGEMENT’S RESPONSE: 

 
Mayor: 
 
The City of Lebanon does not concur. 
 
The City of Lebanon currently does not pay and has not paid for spousal travel or 
entertainment since the adoption of the city’s travel policy. 
 
The purchase of an airline ticket for the mayor’s spouse on April 4, 2001, was part of a 
natural gas purchasing trip including the mayor, gas manager, and their guests. The 
tickets were originally charged to the gas manager’s personal credit card. The mayor did 
not reimburse the gas manager because he failed to notify the mayor about the portion of 
cost of the ticket for the mayor’s spouse. The mayor was eventually reminded about the 
transaction, at which time he tried to reimburse the gas manager. The gas manager then 
informed the mayor that the City of Lebanon had reimbursed him for the mayor and his 
spouse’s tickets. The mayor then reimbursed the City of Lebanon for the cost of his 
spouse’s ticket. It is important to note that as a result of the mayor’s and gas manager’s 
trip, the City of Lebanon negotiated gas purchase contracts that saved the utility users of 
Lebanon $1.5 million in utility charges. 
 
The City of Lebanon also opposes Comptroller of the Treasury’s use of the term 
excessive in describing the city’s expenditure for travel expenditures. It is vague, 
ambiguous and subjective. In addition, it does not take into account the high growth rate 
in commerce in the City of Lebanon, which will require a higher rate of travel than other 
communities that the Comptroller of the Treasury may be considering when it uses the 
comparative term excessive. 
 
Members of the Board of Aldermen: 
 
Council members are not trained auditors. All questionable travel expenses should cease 
immediately. If city staff needs outside assistance in reviewing and improving present 
city procedures, the council should receive such a request. City travel expenses must 
conform to state and federal law. Furthermore, the city council in no way condones the 
payment for travel or any such expenses for the spouse of an employee, regardless of who 
that employee might be. According to the mayor’s response, he was unaware the city, not 
he, had paid for the trip taken by his spouse. Furthermore, the administration’s response 
claimed it was not the mayor’s responsibility to remember to reimburse the city for said 
travel, instead requiring the gas manager to remind him. Fundamentals of general 
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management standards hold that no senior manager should need to be reminded about his 
or her obligations to organization policy or state law. Council has difficulty 
understanding why this went on for one year and was not remembered or corrected until 
two days after the state audit began. The city council plans to review the city’s travel 
policies and procedures and will make any changes necessary to comply with state law. 
The council requests a copy of the referenced TCA section relating to this finding. 
 
Commissioner of Finance and Revenue: 
 
Response is the same as tha t of the mayor. 
 

AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND 
COMMISSIONER OF FINANCE AND REVENUE: 
 
The mayor and the commissioner of finance and revenue  failed to respond to the 
spousal travel purchase cited in the finding. Although the transaction described in 
their response was also inappropriate, the finding cited the April 4, 2001, purchase 
of a ticket from Southwest Airlines for the mayor’s wife, which was charged to a city 
credit card issued to the mayor. The credit card charges were paid by the city, but  
as noted, the mayor did not reimburse the city until a year later. We reiterate our 
finding and recommendation that city funds should not be used to pay the expenses 
of spouses or guests, regardless of whether the expenses will be reimbursed. We also 
reiterate our recommendation that the mayor and members of the board of 
aldermen should establish and adhere to policies and procedures to ensure that the 
city does not pay excessive travel costs.  

 
 
 

  7. FINDING: Expenditures for a nonmunicipal purpose 
 

The city paid at least $ 6,168.51 for items including, but not limited to, employee gifts, 
awards for performing regular employment duties in an exemplary manner, birthday 
lunches, golf tournament fees, admission to benefit events, lunches for employees and 
officials at community and charity organization meetings, and conference sight-seeing 
tours. These purchases did not appear necessary to carry out the purposes for which the 
municipality exists. Section 6-56-112, Tennessee Code Annotated, states, “All 
expenditures of money made by a municipality must be made for a lawful municipal 
purpose.” 
 
RECOMMENDATION: 
 
To comply with state statutes, city officials should ensure that all expenditures of city 
funds are for a valid municipal purpose. 
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MANAGEMENT’S RESPONSE: 
 

Mayor: 
 
The City of Lebanon does not concur. 
 
The City of Lebanon provides incentives and service awards for city employees to boost 
morale and encourage a more efficient work force. Golf tournament fees are for 
charitable organization fundraisers such as Habitat for Humanity, Rotary, AARP, and 
local high school booster clubs, Cumberland University, etc. The $6,100 in this category 
provides for a better work environment and city participation with civic groups that make 
Lebanon a better community. The City of Lebanon believes these expenditures are for a 
lawful municipal purpose, since these types of employee appreciation and service award 
programs are universally accepted in both government and the corporate world. 
 
The City of Lebanon considers the inclusion of this finding to be a subjective charge in a 
document that should have maintained a higher level of objectivity. 
 
Members of the Board of Aldermen: 
 
All questionable and/or illegal expenditures noted in the audit should cease immediately. 
The council requests the mayor and staff to immediately review city policy and establish 
clear legal procedures to ensure that no future improper expenditures are made. Incentive 
and service awards for employees may be appropriate, but only if a proper city policy has 
been established and approved by the city council. The council plans to request the 
administration to draft a policy and procedure for defining what usage will be allowed, 
how to apply, and establish a defined and consistent single point of approval. City council 
will request that funds be expended only after this matter has been reviewed and 
approved by the city council. The council requests the TCA section(s) relating to this 
finding be provided to us. 
 
Commissioner of Finance and Revenue: 
 
Response is the same as that of the mayor. 

 

AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND 
COMMISSIONER OF FINANCE AND REVENUE: 
 
We reiterate that the expenditures referred to in this finding do not appear 
necessary to carry out the purpose for which the municipality exists. The mayor and 
members of the board of alderman have a responsibility to ensure that taxpayers’ 
funds are conserved. Therefore, we also reiterate our recommendation that all 
expenditures be for a lawful municipal purpose.  
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  8. FINDING: Inadequate documentation for disbursements  
 

The municipality’s files did not include adequate supporting documentation for at least 
$37,538.58 of credit and purchasing card charges and individual check disbursements 
during the period of our audit. For many disbursements, the files contained no 
documentation or contained only summarized statements or credit card slips with only the 
purchase total, copies of invoices, or altered invoices. Many expenditures for travel 
expenses were not supported by travel claims detailing the travel. The Internal Control 
and Compliance Manual for Tennessee Municipalities, Title 2, Chapter 2, Section 4, 
states: 
 

 All disbursements, regardless of the accounting procedures, must 
be supported by invoices, cash tickets or other adequate supporting 
documentation. (Statements are NOT adequate supporting 
documentation.) 

 
Section 2 of the city’s travel policy states that travel must be recorded on a standard form 
which “must show movement and detail of expenses day to day.” 

  
RECOMMENDATION:  
 
To help ensure that each disbursement was for a valid municipal purpose, officials should 
require that adequate supporting documents, including detailed reports of all travel which 
results in the disbursement of public funds, are received and maintained in the 
municipality’s files in accordance with the Internal Control and Compliance Manual for 
Tennessee Municipalities.  
 
MANAGEMENT’S RESPONSE: 
 
Mayor: 
 
The City of Lebanon does not concur. 
 
Most of the $38,000 of missing documentation of disbursements in this category relate to 
Legal Issue 1. The former purchasing agent was indicted on four counts of theft. The City 
of Lebanon has tightened controls on the use of purchasing cards that require greater 
documentation and control. 
 
The City of Lebanon does correctly document the vast majority of disbursements. It is 
possible that a small number of transactions have missing invoices or signatures. But 
when compared with the number of invoices processed (est. 20,000 per year) or the total 
city budget of $35,000,000, the amount of undocumented transactions is quite small. 
 
The City of Lebanon’s accounting firm conducts a study of the city’s internal control 
procedures on an annual basis as part of the annual audit. The Comptroller of the 
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Treasury, Division of Municipal Audit, receives, reviews, and approves this document 
each year. 
 
Members of the Board of Aldermen: 
 
Adequate documents should occur for all transactions no matter the monetary size. To 
condone inadequate documentation is poor management of city money and property. 
Council requests the mayor and staff to take immediate steps to correct the basis for this 
finding. 
 
Commissioner of Finance and Revenue: 
 
Response is the same as that of the mayor. 
 

AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND 
COMMISSIONER OF FINANCE AND REVENUE: 
 
Most of the instances of inadequate documentation cited in this finding were not 
related to the Legal Issue in this report. The number of transactions which were 
inadequately documented was significant in re lation to the number of transactions 
for which we requested documentation. We reiterate our finding and 
recommendation. 

 
 
 

  9. FINDING: Sales tax paid on purchases 
  

Our examination of selected disbursement records revealed that during the fiscal year 
ended June 30, 2001, the city paid purchasing card charges which included at least 
$2,715.75 of sales tax from which the municipality is exempt. In addition, we observed 
that this practice continued during the fiscal year ended June 30, 2002. Section 67-6-329, 
Tennessee Code Annotated, exempts from sales tax all sales made to any municipality 
within the state. 

 
RECOMMENDATION: 
 
To avoid the unnecessary expenditure of public funds, city personnel should not pay sales 
tax on city purchases. 
 
MANAGEMENT’S RESPONSE: 
 
Mayor: 
 
The City of Lebanon does not concur. 
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The finding that the City of Lebanon paid $2,700 in state sales tax is an immaterial 
amount and warrants no response. However, it should be noted that the Tennessee 
Department of Revenue requires collection of sales tax on all cash purchases. 
 
Members of the Board of Aldermen: 
 
Council believes the loss of any taxpayers’ money is a material loss. Council is 
concerned that the mayor’s response from the city management takes a cavalier attitude 
about the improper payment of $2,715.75 of sales tax. Council requests the mayor to 
immediately correct the problem of this finding and to request the state to refund the 
$2,715.75 of sales tax paid. 
 
Commissioner of Finance and Revenue: 
 
Response is the same as that of the mayor. 
 

AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND 
COMMISSIONER OF FINANCE AND REVENUE: 
 
An unnecessary expenditure of $2,700 is significant. More importantly, the failure of 
the mayor and the finance commissioner to acknowledge and correct this deficiency 
would allow this waste to continue. The Department of Revenue does not require 
collection of sales tax on cash purchases for an organization unless the employee is 
personally making the purchase and intends to be reimbursed. Information from 
the Taxpayer Services Division of the Department of Revenue states that in order to 
be tax exempt, “the billing for goods purchased or services rendered must be billed 
directly to the exempt organization and payment must be made by an organizational 
check, credit card or cash.” The expenditures cited in the finding were made using 
city credit cards. We reiterate our finding and recommendation.  

 
 
 
10. FINDING: Failure to document bidding applicable purchase, and failure to 

document reason purchases not bid constituted emergencies 
 

There was no documentation in the city’s files that a bid was requested for the purpose of 
curbing at the baseball field at the park. The curbing purchase, totaling $8,827.50, was 
listed on two invoices a month apart, giving the appearance that the project cost was split 
to avoid the requirement for bids. Article XII, Section 3, of the city’s charter states, “[A]ll 
purchases of equipment or materials in excess of Five Thousand Dollars ($5,000.00), 
shall be let to the lowest and best bidder upon sealed bids. . . .” In addition, in several 
instances, the city did not bid purchases because they were declared an “emergency” by 
city officials. However, the officials did not document the nature of the emergency. “The 
Purchasing Guide For the City of Lebanon,” page 15, states, “Give the Purchasing 



 

 20 

Department a complete requisition with a description of the emergency (Memo Format) 
and approval by the department head or superintendent.” It should be noted that in the 
absence of the required documentation, these purchases did not appear to be actual 
emergencies. 

 
RECOMMENDATION: 

 
City officials should adequately plan to ensure that total project costs are compiled and 
bid if required by the city’s charter. In addition, city officials should ensure that all 
purchases not bid because of emergencies are in fact, emergency purchases. For all 
emergency purchases, officials should submit and maintain on file complete 
documentation of the emergency as required by the city’s charter. 

 
MANAGEMENT’S RESPONSE: 
 
Mayor: 
 
The City of Lebanon does not concur. 
 
A requisition requesting curbing for the new community baseball field was submitted for 
1,600 feet. We requested quotes and received only one response. This phase of the 
project was completed. One month la ter, phase two of the project was designed and to be 
constructed with replacement of some existing curbs to be replaced at the Lebanon Girls 
Softball Association fields. We again requested quotes and again received only one 
response. With these projects, the paperwork was completed and turned in for payment. 
To save taxpayers’ money, one check was cut for both projects. 
 
The City of Lebanon does document all emergency purchases form. These forms are filed 
with the purchasing department’s copy of the completed purchase order. The Comptroller 
of the Treasury auditors failed to ask for the location of emergency purchase 
documentation, which is readily available. This may have caused the auditors’ confusion. 
 
Members of the Board of Aldermen: 
 
Council members are not trained in audit procedures. However, the finding indicates 
possible problems with the city bidding procedures presently being used. Council 
requests the mayor and all staff members to follow proper bidding requirements 
according to the city charter and to maintain adequate documentation. Any attempt by 
city employees to circumvent proper bidding procedures should be stopped. Convenience 
is not an excuse to avoid proper procedures. City employees should be made aware that 
the council requires all employees to follow the proper law and procedures. The city 
council plans to review all policies and procedures relating to the purchasing and 
procurement area. Council will make any changes deemed necessary. 
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Commissioner of Finance and Revenue: 
 
Response is the same as that of the mayor. 
 

AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND 
COMMISSIONER OF FINANCE AND REVENUE: 
  
As noted by the mayor and commissioner of finance and revenue , curbing for the 
baseball field was one project performed in two phases. As a result, documentation 
that bids were obtained is required by the city’s charter.  
 
In regard to emergency purchases, “The Purchasing Guide For the City of 
Lebanon,” cited above, further states on page 16, “The. . . invoices and material 
receiving report confirming the purchase must be attached to the emergency 
requisition form.” We reviewed the documentation for the emergency purchases 
mentioned in this finding. The documentation we reviewed was found in the city’s 
disbursement files. The disbursement files should contain the invoices as well as any 
additional supporting documentation for all purchases. The Guide cited above states 
that the emergency requisition form should be attached to the applicable invoice. 
For the disbursements mentioned in the finding, no explanation of the emergency 
was attached to the invoice, nor was the examiner referred to another location for 
this information.  
 
We reiterate our finding and recommendation. 

 
 
 

11. FINDING: Fringe benefits not included in compensation 
 

Our audit revealed that the city reimbursed employees for meals while the employees 
were out of the city on business, but not away overnight. As noted in Finding 5, the city 
in many instances also paid the cost for employees for lunch meetings in the city. In 
addition, the city allowed the mayor and other city employees to use nonspecialized 
vehicles for commuting. However, the city did not add the value of these meals or the 
value of the personal use of city vehicles to the compensation reported to the Internal 
Revenue Service (IRS) for those employees so benefited. IRS Regulation § 1.61-21 
requires the value of most fringe benefits offered to employees to be included in the 
employee’s income. Such meals, with two exclusions not applicable here, appear to be 
considered fringe benefits. In the same way, although the value of the commuting use of 
some city take-home vehicles, such as equipped and marked police vehicles, appears 
exempt from taxation, use of regular cars and trucks, whether marked with the city logo 
or not, appears to also be considered fringe benefits.  
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RECOMMENDATION: 
 
To comply with the requirements of the Internal Revenue Service, the city should include 
the value of all applicable fringe benefits in each employee’s income. The IRS should be 
consulted for guidance in this matter. 
 
MANAGEMENT’S RESPONSE: 
 
Mayor: 
 
The City of Lebanon does not concur. 
 
The City of Lebanon’s vehicle take-home policy is contained in resolution 95-957. The 
city believes this policy does not constitute fringe benefits that should be reported to the 
IRS. 
 
The city also believes that working lunches do not meet the IRS’s criteria for reportable 
fringe benefits. Refer to the IRS’s description of De Minimis Fringe Benefits. 
 
Members of the Board of Aldermen: 
 
Council members are not trained in IRS law; however, council is deeply concerned that 
the subject finding should be immediately resolved. If independent outside tax 
consultation is required, the city staff should seek independent advice. Council 
understands that any failure to follow IRS fringe benefit law could result in liability to the 
city or the employee. If the State Comptroller with its vast experience, has raised the 
benefits question, council believes it is foolish to ignore the finding. Therefore, council 
requests the city staff obtain an independent written opinion concerning this question and 
supply the opinion to all members of the council. If a problem exists, immediate steps 
should be taken to resolve the fringe benefit issue and to follow the IRS law. 
Furthermore, the referenced resolution was adopted in 1995, which in and of itself, begs 
for review. The resolution does reference possible individual tax liability on the part of 
the mayor and certain other department heads. The city council plans to request the 
commissioner of finance to obtain a ruling from the IRS as to the tax liability relating to 
imputed income for these specific positions. The council does request copy(s) of all 
related IRS codes relating to this finding. Upon receiving the tax information and outside 
advice, the city council will review and revise the referenced resolution as is appropriate. 
 
Commissioner of Finance and Revenue: 
 
Response is the same as that of the mayor. 
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AUDITOR’S REBUTTAL TO THE RESPONSES OF THE MAYOR AND 
COMMISSIONER OF FINANCE AND REVENUE: 
 
The City of Lebanon’s vehicle take-home policy contained in Resolution 95-957 
allows certain city vehicles to be taken home by certain employees for the 
“advantage of the city,” and because certain employees are “on call or on duty 
theoretically 24 hours a day and subject to call out.” The policy prohibits personal 
use of these vehicles at any time or place except by the Mayor, Commissioner of 
Public Works, City Engineer, Chief and Assistant Chief of Police and Fire Chief.” 
(This finding does not address qualified nonpersonal-use vehicles such as clearly 
marked police and fire vehicles or trucks and other vehicles specially-equipped 
according to IRS rules.) The quoted sentence continues, “however, said personal use 
shall be reported pursuant to the requirements of the Internal Revenue Service.” 
For employees and officials other than the mayor, public works commissioner and 
city engineer, this policy does nothing to establish that the personal commuting use 
of regular city vehicles is excluded from the income of the employee or official 
taking the vehicle home. At most, the policy may fulfill one of the requirements to 
use the IRS “commuting rule” to determine the value to be placed in the employee’s 
income. The IRS information we  reviewed indicates that it does not appear to 
matter whether the mayor, public works commissioner and city engineer actually 
used the vehicle for commuting or other personal use. The fact that these persons 
are expressly authorized to use the vehicles for personal use makes use of the vehicle 
a taxable fringe benefit. The value of the personal use must be computed by a 
method acceptable to the IRS and reported as income as clearly stated in the 
resolution cited in the response. We reiterate the applicable portion of our finding 
and recommendation. 
 
The meal expenditures addressed in this finding, do not appear to qualify as de 
minimis. We reiterate the applicable portion of our finding and recommendation. 
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INDEX TO EXHIBITS 
 
 

Exhibits 1 – 5c Apparent personal purchases charged by Johnny Crudup on his city 
purchasing card and paid for by the City of Lebanon 

 
Exhibit 6 Letter from Peggy Williams, Lebanon City Attorney, to Dennis Dycus, 

Director of the Division of Municipal Audit  
 
Exhibit 7 Letter from Peggy Williams, Lebanon City Attorney, to former Governor 

Don Sundquist 
 
Exhibit 8 Letter from Don Fox, Mayor of Lebanon, to John Morgan, Comptroller of 

the Treasury 
 
Exhibit 9 Cover letter of the response of Lebanon’s Mayor Don Fox and 

Commissioner of Finance and Revenue Hal Bittinger to the findings in 
this report 

 
Exhibit 10 Cover letter of the response of the members of the Lebanon Board of 

Aldermen to the findings in this report 
 
Exhibit 11 Response of Lebanon’s Mayor Don Fox and Commissioner of Finance 

and Revenue Hal Bittinger to the Legal Issue in this report 
 
Exhibit 12 Response of the members of the Lebanon Board of Aldermen to the Legal 

Issue in this report 
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Exhibit 1 
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Exhibit 1A 
 

ACTUAL PURCHASE 
 

 
“Dignity” Invitations  

 

 
“Elegance” Invitations  
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Exhibit 2 
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Exhibit 2A 
 

ACTUAL PURCHASE 
 

 
Photography Lighting Kit 

 
 

 
Photography Backdrops  
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Exhibit 3 
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Exhibit 3A 
 

ACTUAL PURCHASE 
 

 
Rayon Cord Tassels 

 

 
Make-A-Booklet Covers  

 
ClickBook Software for preparing booklets 
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Exhibit 4 
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Exhibit 4A 
 

ACTUAL PURCHASE 

  

                Starry Nights Backdrop                                   40” Classic Column 

 
  

Mirrored Plexiglas 
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Exhibit 5 
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Exhibit 5A 
 

ACTUAL PURCHASE 
 

 
“You Are Appreciated” Candy Bar Wrappers  

 
“Thank You” Candy Bar Wrappers  

 
Do-It-Yourself Advertising & Promotion Book 
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Exhibit 5B 
 

ACTUAL PURCHASE 
 

 
Quick and Easy Newsletters Book 

 
 
 

 
“Star Student” Seals 
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Exhibit 5C 
 

ACTUAL PURCHASE 

 
Rayon Tassels  

 
Unprinted Bookmarks 
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Exhibit 6 
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Exhibit 7 
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Exhibit 8 
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Exhibit 9 
 



 

 48 

 
 
 
 
 
 



 

 49 

Exhibit 10 
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Exhibit 11 
 

RESPONSE OF THE MAYOR AND THE COMMISSIONER OF FINANCE AND 
REVENUE TO STATE AUDIT LEGAL ISSUE 
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Exhibit 12 
 

 
 


